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Bhutan will be the first country in the world to create GNH Accounts that properly value our precious natural, social, cultural, and human resources, and the costs of their depreciation, along with the manufactured and financial resources that are presently counted. Such full-cost accounts are the necessary foundation of a genuine wellbeing and sustainability-based economic system and will assess the true benefits and costs of economic activity.  
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Overview

Just as the Kingdom of Bhutan has introduced the Gross National Happiness (GNH) approach to development internationally, it is also poised to become the first nation in the world to adopt a full-cost national accounting system. This means formulating policies, allocating resources, and presenting annual budgets that account for the value of natural, human, social and cultural capital — essential components of Bhutan’s true wealth — in addition to that of manufactured and financial capital captured in conventional accounting mechanisms. Thus, Bhutan’s new National Accounts will eventually produce a new form of budget estimates and lay the foundations for a new economic paradigm that ‘values what matters’. 

These measures will assess Bhutan’s true wealth as a nation and account more accurately for the full benefits and costs of economic activity. It is proposed that such accounts will be the foundation of a new wellbeing and sustainability-based economic paradigm that advances the values, principles, and practices of Bhutan’s holistic Gross National Happiness development philosophy.
Natural capital includes natural resources like forests, water sources, and soils, and the ecological services they provide.  For example, forests provide vital life support services in regulating the climate, sequestering carbon from the atmosphere, protecting watersheds, preventing soil erosion, providing habitat for many species, and more. Unlike GDP-based accounts that narrowly value forest services primarily for the market value of the timber they provide, Bhutan’s new full-cost National Accounts will value the full range of forest functions and assess the health and value of forests according to the degree they can provide those ecosystem services optimally. 

Human capital includes the health and education of the populace, social capital assesses the strength of social networks and the safety, security, and vitality of communities, and cultural capital includes the knowledge and practice of the country’s arts, languages, and culture.  The new National Accounts will acknowledge that these non-material assets are as subject to depreciation as manufactured capital, and that they also require re-investment to restore and enhance their value. Since depreciation can occur due to both depletion (quantitative diminution) and degradation (qualitative decline), the new accounts will also include qualitative valuations, such as species and age diversity and other dimensions of forest quality.

By contrast, conventional national accounts assess a nation’s wealth primarily in terms of the value of built or manufactured capital such as equipment, machinery, and buildings, and the value of financial capital in the form of financial assets and liabilities. They include only very limited elements of natural capital, like timber, land values, and subsoil assets like oil and minerals, and they ignore most dimensions of human, social, and cultural capital. 

There is no longer any question that the current GDP-based accounting system is incapable of measuring progress in society, and that using it for this purpose has proven not only dangerous, but delusional. The serious shortcomings and limitations of GDP-based measures have now been widely acknowledged in conventional circles, as evidenced by major recent ‘Beyond GDP’ conferences hosted by the OECD and European Union. 

In conventional accounts, when forests are cut down and other natural resources are depleted and degraded, GDP goes up and the economy “grows” even as we destroy the natural capital on which our children will depend for their lives and livelihood. That is because GDP and our standard economic growth statistics only count the resources we extract and sell in the market and fail to count what we leave behind. 
Even pollution and natural disasters are “good” for the economy, because all the costs of repairing disaster damage and cleaning up pollution make GDP grow. So, for example, forest fires, landslides, earthquakes, “dirty” industry, coal mining, and increased car sales make GDP grow, but the costs of air pollution, carbon emissions, and congestion remain invisible in our present national accounts. Similarly, sickness, war, crime, and alcohol sales make the economy grow (and are therefore misleadingly counted as economic gain) simply because money is being spent on drugs, weapons, prisons, and alcohol-abuse illness treatments, even though the social ills that cause such expenditures signify a decline in wellbeing. In fact, the GDP counts all spending as a contribution to economic growth, regardless of whether that spending signifies an improvement or decline in wellbeing and happiness.
The omission in GDP and related conventional accounts of key measures of health, environmental sustainability, quality of life, equity, and economic security make it a misleading and delusional statistic when policy makers mistakenly use it as an indicator of progress. Such deceptive accounting necessarily leads to policy distortions and misguided investments. By contrast, Bhutan’s pioneering GNH-based National Accounts that properly value our precious natural, social, cultural, economic, and human resources will provide the foundation of a new wellbeing and sustainability-based economic system.
The purpose of the new National Accounts measurement system is to provide more accurate signals of national wealth, prosperity, and wellbeing through a comprehensive set of measures that can properly identify our strengths so that we can build on them and protect them rather than take them for granted, and that can identify our weaknesses so that we can work to overcome them as soon as we detect early warning signals. Thus, the new National Accounts, using the best available data and measurement methodologies, are intended to provide policy makers with practical and realistic tools to assess the nation’s true wealth, to measure progress towards genuinely sustainable prosperity, and to provide the evidence needed to formulate GNH-based policies that enhance the wellbeing of citizens. 

In the long term, what will this new accounting system mean in practice? To give just two examples: When Bhutan presents its annual budgets, it will also start to account for the health of its forests and other natural resources like water. And if there has been a bad year of forest fires, for example, then the consequent forest loss will be counted as a depreciation of natural wealth, just as depreciation is presently calculated when accounting for the value of built and manufactured capital like factories, cars, and equipment. And if trees are planted or additional acreage designated as a protected area, that will count as an investment in natural capital, just as we presently account for investments in built capital like purchase of new machinery. 

Taking a human capital example, preventable illnesses (and the consequent health care costs) will be figured as costs to the economy rather than such health care expenditures being misleadingly counted as economic gain. For example, as indicated by research conducted by Bhutan’s National Statistics Bureau that estimated the costs of alcoholism to the economy to Bhutan, it will be possible to see preventive expenditures designed to reduce alcohol abuse as worthwhile investments in human capital (rather than simply as costs, as in the present flawed national accounting systems). 

Perhaps most importantly, Bhutan’s new national accounts will reflect all the key pillars and dimensions of Gross National Happiness, so that the country can truly chart a balanced path forward for the benefit of all its people. And because the new accounting systems are not only useful for this country but are universally necessary in order to value and protect vital ecosystem life-support services and natural and cultural diversity worldwide, Bhutan’s development of the new accounts will certainly be a gift to the world from which many other countries can learn. Being ‘first’ in this field will also provide long-term economic opportunities for Bhutan to become a true laboratory and learning centre that will attract representatives of many other nations. 

In other words, budgets and accounts will not look the same in an expanded capital accounting system, but they will definitely provide a much more accurate picture of Bhutan’s prosperity and wellbeing when total wealth and the full benefits and costs of economic activity are properly considered. The data sources and methodologies to undertake these valuations and assessments now exist. Over the past 30 years, ecological economists and other international experts have increasingly refined and improved full-benefit-cost accounting methods, and developed valuations and methodologies that can now be translated into the Bhutanese context. 

However, it must be recognised that such a sharp departure from GDP-based accounting, conventional balance sheets, and the dominant current global “economic growth” paradigm is a very major undertaking that will require extensive consultations with Royal Government of Bhutan policy makers and officials and with top global experts on the structure of the new accounts, their constituent components, the methodologies used to assess non-market values, and much more. A number of these experts have volunteered to work with Bhutan in the next few years to help develop and integrate these measures into the new National Accounts, and they have already developed preliminary estimates of the economic value of Bhutan’s ecosystem services and voluntary work as key examples of natural and social capital.

To begin the process of developing the new National Accounts, a detailed and seemingly definitive outline was deemed necessary in order to give policy makers in Bhutan an idea of what such accounts might actually look like, how they could actually operate in practice, and what benefits they can provide in improving the evidence base of policy. This document, Valuing Bhutan’s True Wealth: Using the new National Accounts to inform enlightened GNH policies, is written as a “prospective” description of what a new set of National Accounts for Bhutan might look like, based on the prior work of the authors and contributors. 

The prospectus, written especially for Bhutanese civil service professionals and policy makers, is a first step in attempting to explain a few of the purposes and key assumptions, principles, and structural foundations of the new National Accounts. It also attempts to demonstrate the potential utility and practical relevance of these full-benefit-cost measures to policy formation in the current economic conditions and into the future. It discusses the differences between indicators and accounts and why both are essential, and it cites examples to show how the new full-cost accounts might inform policies. Although it is definitely not intended as a comprehensive methodological instruction manual, it does provide a few select examples of the types of methodology needed to construct full cost National Accounts. 

Specifically, the prospectus outlines in more detail the flaws inherent in reliance on conventional measures of progress based on GDP and economic growth statistics, and contrasts those limited measures to the new system of measurement. It is designed to show that all the conditions and tools are present for the creation of Bhutan’s new National Accounts and the expanded capital valuations, which in turn will provide evidence and direction to policy makers and play a major role in integrating GNH vision, goals, values, principles, and practices into the fabric of Bhutanese society and daily life.

The new National Accounts critique of GDP-based measures does not propose either replacing the GDP or revising the GDP to account for social and environmental benefits and costs. It is important to emphasize here that there is no need for revision or adjustment of GDP, so long as it is used for the purpose its architects intended 70 years ago — namely to measure the size of the market economy. The problem arises when GDP is misused for a purpose never intended — namely as an indicator of prosperity, progress, and wellbeing. Therefore the purpose of the new National Accounts is both to replace the misused GDP as a measure of wellbeing and progress, and to restore the GDP to its proper place as a measure of the size of the market economy. 

In summary, the existing conventional capital accounts primarily count the value of:

· Built and financial capital: infrastructure (buildings, roads, houses, factories, machinery, equipment, and manufactured goods) that make up the material structure of society, and financial assets and liabilities;

Whereas Bhutan’s new expanded capital accounts will include the value of:

· Natural capital: the land and natural resources, including soils, forests, water, air, and other species and life forms, and the services which the earth and its atmosphere provide, including ecological systems and life-support services

· Human capital: the physical bodies of individual humans, their health and education, and the information/ knowledge stored in their physical/spiritual bodies;

· Social capital: the web of interpersonal connections and networks, institutional arrangements, rules, and norms that facilitate human interactions;

· Cultural capital: well-defined by Statistics New Zealand as “the set of values, history, traditions and behaviours which link a specific group of people together.”

This new accounting system will naturally support policies that shift behaviours towards sustainability and that build a GNH society that nurtures the happiness and wellbeing of individuals, families, communities and the natural world. As such, the new accounts are in line with the stated goal of the Royal Government of Bhutan to bring GNH principles, values, and practices fully into the fabric of Bhutanese society.
In essence, this prospectus attempts to answer two basic, but very important, questions for Bhutanese policy makers and civil servants: Why are we now measuring natural, human, social, and cultural capital, and why is measuring these capitals important? Once agencies and policy makers understand those basic premises, then the next steps, such as choosing measurement priorities, assessing data needs, and using the new evidence to craft wise policy will follow naturally.

Valuing a healthy and educated populace (human capital), decent living standards reflecting sustainable levels and types of produced capital, strong, safe, and vibrant communities (social capital), a dynamic and living culture and wisdom traditions (cultural capital), and a clean and healthy environment (natural capital) will finally give Bhutan a true measure of its actual wealth. 

The full 210-page report is available on the accompanying CD
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